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INTRODUCTION AND BACKGROUND

A. Witness Identification

Please state your name and business address.
My name is Allen L. Leverett. My business address is Wisconsin Energy Corporation

(“Wisconsin Energy”), 231 West Michigan Street, Milwaukee, Wisconsin 53203.

Are you the same Allen L. Leverett who provided direct testimony on behalf of
Wisconsin Energy in this docket?

Yes.

B. Purposes of Rebuttal Testimony

What is the purposes of your rebuttal testimony in this proceeding?

My rebuttal testimony responds to the direct testimony of Illinois Commerce
Commission (“Commission” or “ICC”) Staff witnesses Eric Lounsberry and Matthew
Smith, Office of the Illinois Attorney General (“Attorney General” or “AG”) witnesses
David Effron and Sebastian Coppola, and City of Chicago (“City”) and Citizens Utility
Board (“CUB”) (collectively, “City/CUB”’) witnesses Christopher Wheat, Karen Weigert,

William Cheaks, Jr., and Michael Gorman.

C. General Response to Staff and Intervenor Direct and Summary of
Conclusions

What is your general response to the direct testimony of those parties?

The Joint Applicants appreciate the testimony provided by Staff and intervenors,
including the identification of concerns regarding various aspects of the proposed
Reorganization. The Joint Applicants are continuing to evaluate these issues and are

actively exploring solutions to issues, including good faith consideration of suggested
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"conditions" proposed by various parties. While the Joint Applicants do not agree with

all of the expressed concerns and do not believe that all of the suggested conditions are

necessary or appropriate, we are committed to continuing to explore sensible solutions

where required. Thus, in response to the various conditions proposed by Staff and

intervenors, the Joint Applicants are agreeable to making the following commitments:

Docket No. 14-0496

Peoples Gas will continue the Accelerated Main Replacement Program
(“AMRP”), assuming it receives and continues to receive appropriate cost
recovery, with a planned 2030 completion date;

Agree to condition that Peoples Gas will evaluate each recommendation of
the Liberty audit and implement it if the recommendation is possible to
implement, practical and reasonable from the standpoint of stakeholders
and Peoples Gas customers, and cost-effective, and, if Peoples Gas
determines the recommendation does not meet these criteria, that Peoples
Gas will provide an explanation of that determination with all necessary
documentation and studies to demonstrate to the satisfaction of Staff that
strict implementation is not possible, practical, or reasonable, along with
an alternative plan to accomplish the goals of the recommendation as fully
as is possible, practical, and reasonable. In the event that Peoples Gas and
Staff cannot reach agreement on whether a recommendation should be
implemented and/or how it should be implemented, then a petition may be
filed to obtain the Commission’s determination on whether and/or how the
recommendation is to be implemented;

Agree to condition that Peoples Gas will cooperate fully with the
Commission’s Staff and consultants as they work to verify that Peoples
Gas has implemented the recommendations in the final report on the
Peoples Gas AMRP investigation to the extent it is determined they should
be implemented pursuant to the terms of the previous commitment;

Agree to condition that Peoples Gas will provide written reports to the
Commission Staff on or before January 1 and July 1 of each year,
beginning in the year 2018 and ending only after the completion of the
AMRP or any successor program that replaces the AMRP, about any
change in implementation of the recommendations in the final report of
the investigation of Peoples Gas’ AMRP to the extent it is determined they
should be implemented, with an officer of Peoples Gas providing written
verification of the accuracy and completeness of each report;
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e Agree to condition that the Gas Companies cease their reporting on
Condition #24 from Docket No. 06-0540; '

e Provide information concerning recommendations from
PricewaterhouseCoopers regarding the AMRP in response to Staff witness
Mr. Lounsberry’s recommendation;

e Provide commitments with respect to the Gas Companies’ capital
expenditures in response to Staff witness Mr. Lounsberry’s
recommendation;

e Agree to work with Staff on developing a stipulation concerning the
development and implementation of a Pipeline Safety Management
System;

e Agree to condition that in future rate cases, the Gas Companies shall
identify all costs included in the test period that result from accomplishing
the Reorganization and demonstrate that such costs are not included in the
rate case for recovery;’

e Agree to condition that should the Joint Applicants opt to follow push-
down accounting for the Reorganization, any accounting entries made to
the books of the Gas Companies for push-down accounting related to the
Reorganization shall be disregarded for ratemaking and regulatory
reporting purposes;

e Agree to condition that the Joint Applicants will provide the Manager of
the Commission’s Accounting Department and to file on the ICC’s e-
Docket system in Docket No. 14-0496, a copy of the signed, executed
Interim Agreement that is being approved by the Commission in this
proceeding, within 60 days after the date of the transaction;

e Agree to condition that Joint Applicants must provide to the Manager of
the Commission’s Accounting Department and to file on the ICC’s e-
Docket system in Docket No. 14-0496 a copy of the signed, executed
Final Agreement pursuant to the Commission order in Docket Nos. 12-
0273/13-0612 (Cons.) if there are any changes between the Interim
Agreement and a Final Agreement;

! Unless otherwise indicated, capitalized terms in this rebuttal testimony herein have the same meaning as
in the witness' direct testimony.

* The Joint Applicants agree to this condition based on the understanding that the costs referred to are
“transaction costs.” “Transaction costs” are the costs associated with executing the transaction at issue, such as
banker’s fees, legal fees, or severance costs incurred as a result of the transaction (i.e., executive change-in-control
payments as identified in an SEC Form S-4). In contrast, “transition costs” are costs incurred after the close of the
transaction to achieve long-term efficiencies and savings, and which may be recovered to the extent they produce
savings.

Docket No. 14-0496 Page 3 of 41 Joint Applicants Ex. 6.0



102

103
104

105
106
107
108
109

110
111

112
113
114
115
116

117
118

119
120

121
122

123
124

125
126

127

128
129

130
131
132

133
134

135
136
137
138
139
140
141
142
143
144

145
146

Docket No. 14-0496

Agree to condition requiring supplementation of the information the Gas
Companies provide annually in their Form 21 ILCCs to the Commission;

Agree to condition that Joint Applicants must file a semi-annual
compliance report on the ICC’s e-Docket system in Docket No. 14-0496,
reporting the status of their progress on all conditions imposed by the
Commission in this case until all conditions have been satisfied or the
Joint Applicants petition the Commission and receive approval to cease
such reporting requirement, whichever comes first;

Agree to condition that the Chief Executive Officer of WEC Energy
Group must, on an annual basis, appear before the Commission to report
on the status of the Joint Applicants’ compliance with the Order in Docket
No. 14-0496, and to continue to appear until all conditions have been
satisfied or the Joint Applicants petition the Commission and receive
approval to cease such appearance requirement, whichever comes first;

Agree to condition requiring that the Gas Companies maintain separate
credit facilities to the extent they existed prior to the Reorganization, not
accessible to nor influenced by non-utility affiliates;

Agree to condition prohibiting the Gas Companies from lending to non-
utility affiliates under Section 7-101 of the Illinois Public Utilities Act (the
“Act”) or 83 Illinois Administrative Code Part 340;

Agree to condition prohibiting the Gas Companies from guaranteeing any
obligations of their non-utility affiliates;

Agree to condition that would require the filing of copies of the reports of
investigations conducted by the Public Service Commission of Wisconsin
of the WEC Energy Group holding company under the Wisconsin Utility
Holding Company Act, WI Stat § 196.795(7);

Agree to condition that the Gas Companies shall file a compliance report
in Docket No. 14-0496 within 180 days after the close of the
Reorganization, with a copy to the Manager of the Commission’s Finance
Department, that describes the Gas Companies’ post-merger capital
structures and identifies capital structure adjustments, if any, that resulted
from the Reorganization, and, in the event that there are push-down
accounting adjustments made to the Gas Companies’ balance sheets as a
result of the Reorganization, that the Gas Companies shall file a petition
with the Commission seeking Commission approval of the fair value
studies and resulting capital structures for the Gas Companies pursuant to
Section 6-103 of the Act;
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The Joint Applicants will review and attempt to improve their
performance with respect to the AMRP on a continuing basis as work on
the project progresses;

Reaffirm commitment to have at least one member of the WEC Energy
Group Board of Directors be an Illinois resident;

To open a new state-of-the-art training facility for the Gas Companies in
the City of Chicago;

Peoples Gas has agreed to extend for five years from April 2015 its
funding of technical training for future gas utility workers at Dawson
Technical Institute at a satellite location of the City Colleges of Chicago’s
Kennedy King College;

To contribute $5 million of shareholder money over the next five years to
the Peoples Gas Share the Warmth program, with $1 million being
contributed in 2015;

To continue investigating whether and to what extent it is possible for the
Gas Companies to participate in the Chicago Department of
Transportation’s dotMaps website;

To not seek recovery of any severance costs that are transaction costs (see
footnote 2, above) because they are incurred as part of accomplishing the
Transaction (i.e., executive change-in-control payments identified in SEC
Form S-4);

To maintain the Gas Companies’ existing large volume transportation and
small volume Choices for You programs in substantially the same form as
they exist now;

To honor the commitment made by the Gas Companies in the testimony of
Ms. Debra Egelhoff in Docket Nos. 14-0224/12-0225 (Consol.)
concerning a purchase of receivables tariff;

To reinstate the intraday nomination provision in the Gas Companies’
Rider P that had existed as a pilot that expired on January 31, 2014; and

To work with the Retail Energy Suppliers Association (“RESA”) on a
stipulation or other agreement to memorialize the Joint Applicants’
commitment to address with RESA the additional proposals it has
suggested after the close of the Reorganization.

Please summarize the conclusions of your rebuttal testimony.

In my rebuttal testimony, I conclude:
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(1) The proposed Reorganization and the Joint Applicants’ plans with respect
to the Gas Companies are consistent with the requirements of Section 7-204 of the Act as
a whole.

(2) The proposed Reorganization meets the requirements of Section 7-
204(b)(1) of the Act because the evidence demonstrates that it will not diminish the Gas
Companies’ ability to provide adequate, reliable, efficient, safe and least-cost public
utility service. The standard suggested by certain witnesses that would require the
Commission to find that the proposed Reorganization must improve the Gas Companies’
operations before it should be approved by the Commission is inconsistent with the
express language of Section 7-204(b)(1). While the Joint Applicants conclude that the
proposed Reorganization meets the requirements of Section 7-204(b)(1) based on the
evidence to date, the Joint Applicants agree to several of the conditions proposed by Staff
and intervenors in an effort to reach agreement with them on this issue, as well as
explaining the reasons why the Joint Applicants cannot agree to the remainder of the
conditions proposed by Staff and intervenors.

3) The proposed Reorganization meets the requirements of Section 7-
204(b)(5) of the Act, as concluded by Staff witness Harry Stoller.

(4) The proposed Reorganization meets the requirements of Section 7-
204(b)(6) of the Act, as concluded by Staff witness David Sackett.

5) Section 7-204(b)(7) of the Act does not require that the period in which
the Gas Companies have committed to not seek a change in base rates be increased from
two years to five years as proposed by City/CUB witness Michael Gorman.

Mr. Gorman’s analysis fails to account for the impact such a lengthy prohibition on the
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change of base rates will have on the ability to recover AMRP costs through Rider QIP,
as well as the impact new City regulations have had on Peoples Gas’ costs.

(6) Section 7-204(b)(7) of the Act does not require that the Gas Companies be
prohibited from increasing the fixed charge portions of their delivery service rates in the
event that their decoupling rider, Rider VBA, is overturned by the Supreme Court of
Illinois as proposed by City/CUB witness Karen Weigert.

(7) The Joint Applicants cannot agree to the condition proposed by Staff
witness Matthew Smith to require Peoples Gas to move all of its inside gas meters to
accessible outside locations within ten years after the close of the proposed
Reorganization. Compliance with this condition would not be feasible, or even
physically possible, would create inefficiencies for the AMRP, and increase risks for
outages during cold weather for customers not yet upgraded to medium pressure.

(8) The Joint Applicants will work with Staff to develop a plan for the
development and implementation of a Pipeline Safety Management System for the Gas
Companies, to be submitted in a stipulation made in later rounds of testimony or a
separate filing in this proceeding.

9) The Joint Applicants cannot agree to the proposed conditions
recommended by City/CUB witness Karen Weigert concerning additional funding for
energy efficiency programs in addition to what already is required under the Act or other
modifications to existing energy efficiency programs offered by the Gas Companies. The
proposals do not appear to have any connection to the proposed Reorganization, Section

7-204 contains no requirements concerning energy efficiency, and Ms. Weigert’s
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II.

proposals are, at least in part, based upon incorrect and/or incomplete factual
assumptions.

(10) The Joint Applicants cannot agree to Ms. Weigert’s recommended
proposal to expand Peoples Gas’ on-bill financing program because the credit
requirements for the program are contractual in nature and set by third-party financiers
outside of the Commission’s jurisdiction.

(11)  The Joint Applicants disagree with the conclusions and recommendation
of AG witness David Effron concerning costs for the Integrys Customer Experience

project, and cannot agree to Mr. Effron’s proposed rider condition.

D. Itemized Attachments to Rebuttal Testimony

Are you sponsoring any exhibits with your rebuttal testimony?

Yes, I have attached the following exhibit to my testimony:
e Copies of the Joint Applicants’ responses to Staff data requests ENG 1.23 and
3.04 and DGK 3.01, 3.02, and 3.03; AG data requests AG 3.02, 3.03, 5.01, 5.02,
and 5.03; and City data request City 5.02, attached as Joint Applicants Exhibit

(“Ex.”) 6.1.

REVIEW OF THE PROPOSED REORGANIZATION

Please review the general structure of the proposed Reorganization with respect to
how it will impact the Gas Companies.

The Transaction underlying the proposed Reorganization is the purchase of the
outstanding common stock of the Integrys Energy Group, Inc. (“Integrys”) utility holding
company by Wisconsin Energy, which will be renamed WEC Energy Group, Inc. (“WEC

Energy Group”). The Transaction was described in detail in my direct testimony (Joint

Docket No. 14-0496 Page 8 of 41 Joint Applicants Ex. 6.0



260

261

262

263

264

265

266

267

268

269

270

271

272

273

274

275

276

277

278

279

280

281

282

Applicants Ex. 1.0) as well as the Joint Application filed in this proceeding and the direct
testimony of Joint Applicant witness John J. Reed (Joint Applicants Ex. 3.0). Other than
this change in corporate ownership, the proposed Reorganization will leave The Peoples
Gas Light and Coke Company (‘“Peoples Gas”) and North Shore Gas Company (“North
Shore”) (together, the “Gas Companies”) essentially unchanged, with local headquarters,
facilities, and management remaining in Chicago and Waukegan, respectively. From the
perspective of the Gas Companies’ customers, this change in ownership will be seamless,
with no diminishment in Peoples Gas’ and North Shore’s ability to deliver high-quality,
adequate, reliable, efficient, safe, and least-cost gas service.

While some witnesses question the value of the affirmative benefits that the Joint
Applicants believe the proposed Reorganization will bring to the Gas Companies’
customers, and others seek conditions that would change the current state of the Gas
Companies’ operations in ways that are unrelated to the proposed Reorganization, no
witness has presented any substantive evidence that the Reorganization would adversely
affect the Gas Companies’ ability to continue delivering high-quality, adequate, reliable,
efficient, safe, and least-cost gas service. The Joint Applicants do not take the position
that the Gas Companies' operations are perfect or that improvements may not be made; to
the contrary, they look forward to working with all stakeholders to find ways to improve
the Gas Companies' operations. However, in advancing the regulatory process, it is
important that the scope of review in this proceeding be guided by the legal requirements
set out in the Act, rather than by matters that do not fall within the statutory requirements
for approval of the Reorganization, even if they are of potential interest to a particular

stakeholder.
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What is your general response to the direct testimony of intervenor witnesses to the
effect that the proposed Reorganization will result in the Gas Companies’
management being disassociated or disinterested in how the Gas Companies’
customers are affected by its actions?

I respectfully disagree with that testimony. The Gas Companies will continue to have
local headquarters with local management overseeing their operations, just as they do
today. The employees — many with long tenures at the Gas Companies and deep roots
within the local community — who make the daily decisions about the Gas Companies’
operations and perform those operations will continue to be located here in the Gas
Companies’ service territories.

The parties making this suggestion have presented no substantive evidence that
the attention or care paid to the concerns and interests of the Gas Companies’ customers
will be diminished simply because the utility’s ownership will change and the offices of
the Gas Companies’ parent company will no longer be located in Chicago, Illinois.
Currently, Integrys’ corporate headquarters are located in Chicago, Illinois, but the
company focuses equally on making sure the customers of its utilities in Wisconsin,
Michigan, and Minnesota receive high-quality utility service just like the Gas
Companies’ customers. The same will hold true for all the service territories served by
WEC Energy Group utilities following the Reorganization regardless of where its
headquarters are located.

There is nothing uncommon or exceptional about the offices of an Illinois utility’s
corporate parent being located in a different state. For example, the parent company of

Nicor Gas is headquartered in Atlanta, Georgia, and the parent company of Ameren
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Ilinois is headquartered in St. Louis, Missouri. Just as with those utilities and their
parent companies, the fact that WEC Energy Group’s corporate offices are located out of
state will not cause any lack of attention to the needs of the Gas Companies or their

customers.

Are the proposed Reorganization and the Joint Applicants’ plans with respect to the
Gas Companies consistent with the requirements of Section 7-204 of the Act as a
whole?

Yes, the proposed Reorganization and the Joint Applicants’ plans with respect to the Gas
Companies are consistent with the requirements of Section 7-204 of the Act as a whole.
While I am not an attorney, it seems that the provisions of Section 7-204 focus on
ensuring that a reorganization will not “diminish” a utility’s ability to perform its duties
under the Act and provide service to its customers, “significantly impair” its ability to
raise capital and maintain a reasonable capital structure, or cause “adverse rate impacts.”
The Joint Applicants have made commitments and presented other evidence to
demonstrate that the proposed Reorganization will not adversely affect, diminish, or
impair the Gas Companies’ service to customers. Indeed, through the creation of a
larger, more financially stable utility holding company parent, potential long-term
savings, and the sharing of best practices between the Integrys and Wisconsin Energy
companies, the proposed Reorganization will result in benefits for the Gas Companies
and their customers, putting them in a better position than they would have been if the
proposed Reorganization had not occurred. But, at the very least, the proposed
Reorganization will not cause any diminishment or impairment to the current status of the

Gas Companies or the service they are able to provide to their customers, which is what I
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understand the straightforward language of Section 7-204 requires for the Commission to

approve a proposed reorganization.

REQUIREMENTS OF SECTION 7-204(b)(1)

What are the requirements of Section 7-204(b)(1) under the Act?

Section 7-204(b)(1) of the Act requires that before the Commission can approve a
reorganization, it must find that “the proposed reorganization will not diminish the
utility’s ability to provide adequate, reliable, efficient, safe and least-cost public utility

service.”

Has Staff addressed this requirement in direct testimony?
Yes. Staff witness Mr. Lounsberry addressed this requirement in his direct testimony

(Staff Ex. 2.0).

What was Mr. Lounsberry’s position related to this requirement?

According to Mr. Lounsberry, the Joint Applicants have not yet shown that the proposed
Reorganization will meet the requirement of Section 7-204(b)(1), and must provide
certain commitments regarding the Peoples Gas AMRP, including the implementation of
recommendations from the ongoing investigation of the AMRP by the Liberty Consulting
Group (“Liberty”). Mr. Lounsberry further stated that the Joint Applicants should
provide additional information concerning the PricewaterhouseCoopers (“PwC”) audit of
the AMRP, the Joint Applicants’ commitment regarding Full Time Equivalents (“FTEs”),

and capital investments.

Do you agree with Mr. Lounsberry’s conclusion that the Joint Applicants have not

yet met the requirements of Section 7-204(b)(1)?
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No, I respectfully disagree. The acquisition of Integrys’ stock by Wisconsin Energy to
create a larger combined holding company will not diminish Peoples Gas’ or North
Shore’s ability to provide adequate, reliable, efficient, safe and least-cost public utility
service. Although Mr. Lounsberry questions whether the proposed Reorganization will
result in improvements to the WEC Energy Group operating companies, this does not
show that existing service will be diminished. Likewise, the problems he alleges with the
Peoples Gas AMRP are not the result of and are in no way related to Wisconsin Energy’s
acquisition of Integrys’ stock. To the extent such problems exist, they existed before and
are independent of this transaction. The Joint Applicants want to work with Staff in a
good faith effort to reach agreement regarding the ways in which the proposed
Reorganization meets the requirement of Section 7-204(b)(1), and will address each of
Mr. Lounsberry’s proposed commitments and recommendations. Further, the Joint
Applicants commit to reviewing and attempting to improve their performance with
respect to the AMRP on a continuing basis as work on the project progresses, as
explained below and in the rebuttal testimony of Joint Applicants witness Mr. Giesler

(Joint Applicants Ex. 10.0).

Do other parties also address the requirement of Section 7-204(b)(1)?

While they do not expressly link their testimony to Section 7-204(b)(1), witnesses for the
AG and City/CUB address issues that Mr. Lounsberry has raised in the context of Section
7-204(b)(1), such as due diligence, the AMRP, and FTE commitments. For purposes of
addressing similar issues together, I will discuss my responses to these witnesses’

testimony regarding those issues at the same time, as appropriate.
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A. Due Diligence

Both Staff witness Mr. Lounsberry at pages 18-24 of his direct testimony (Staff Ex.
2.0) and Attorney General witness Mr. Coppola at pages 30-31 of his direct
testimony (AG Ex. 2.0) questioned the level of due diligence performed by
Wisconsin Energy prior to entering into the agreement to purchase Integrys’
outstanding common stock. Have these witnesses properly described the level and
type of due diligence that is customary and prudent for a transaction of this nature?
No. As an initial matter, while I am not an attorney, Section 7-204(b)(1) does not appear
to impose any statutory due diligence requirements. In any event, the level and type of
due diligence performed by Wisconsin Energy was entirely typical and standard for a
transaction in which one utility holding company purchases the outstanding stock of
another utility holding company, as further discussed in the rebuttal testimony of
Mr. Reed (Joint Applicants Ex. 8.0). It is not typical for the type of detailed operational
and project-specific information Mr. Lounsberry describes to be reviewed prior to
entering into such an acquisition agreement. Because the companies involved are
publicly traded, federal securities law requires each of them to periodically report matters
that are material to investors. Thus, the due diligence on a publicly traded company is
largely limited to identifying matters that have not been reported but could be material to
investors. The threshold for materiality is usually very high because in many cases

materiality is tied to the assets or earnings of the company.

B. AMRP
What is your response to Mr. Lounsberry’s proposed condition that the Joint

Applicants “reaffirm Peoples Gas’ commitment to the Commission in Docket Nos.
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09-0166/09-0167 (Consol.) to complete the AMRP by the end of 2030 (Staff Ex. 2.0,
14:304-309)?

As stated in my direct testimony (Joint Applicants Ex. 1.0, 16:343-345), Wisconsin
Energy will be subject to any and all existing obligations established by the orders of this
Commission, including such obligations associated with the Peoples Gas AMRP. As
explained in the rebuttal testimony of Mr. James Schott (Joint Applicants Ex. 9.0),
however, the Joint Applicants do not believe that Mr. Lounsberry has accurately
described Peoples Gas’ legal obligations with respect to the AMRP. This is not to say
that the Joint Applicants are unwilling to make significant commitments regarding
AMRP. As explained in Mr. Schott’s rebuttal testimony, it is Peoples Gas’ intention,
assuming it receives and continues to receive appropriate cost recovery, to complete the
AMRP by 2030, i.e., in 20 years from the 2011 inception. And, as I discussed in my
direct testimony, the Joint Applicants are committed to having Peoples Gas continue the

AMRP on this basis.

What is your response to the three conditions Mr. Lounsberry proposes with respect
to the implementation of recommendations from the Liberty audit, cooperating with
Staff and the consultants on verification of implementation, and reports on the
implementation of the recommendations on page 4 of his direct testimony (Staff Ex.
2.0, 17:419 — 18:444)?

The Joint Applicants agree that recommendations made by Liberty in its yet to be issued
final report of the investigation of Peoples Gas’ AMRP should be implemented where
they are (1) possible to implement, (2) practical and reasonable from the standpoint of

stakeholders and Peoples Gas customers, and (3) cost-effective. The Joint Applicants
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will work with Staff and Liberty to implement such recommendations. At this time,
however, Liberty’s final report has not been issued and the Joint Applicants simply
cannot commit Peoples Gas to implement “all” the Liberty recommendations before they
are seen and Peoples Gas has an opportunity to determine if their implementation is
practicable and reasonable, and in the best interests of Peoples Gas’ customers.
Accordingly, the Joint Applicants propose the following modifications to the language of

the conditions proposed by Mr. Lounsberry:

o Peoples-Gas—wilimplement-fully-alWith respect to each recommendations contained

in the final report of the investigation of Peoples Gas® AMRP completed at the
direction of the Commission in its June 18, 2013 Order in Docket No. 12-0512 under
the authority granted in Section 8-102 of the Act (220 ILCS 5/8-102), Peoples Gas shall
evaluate the recommendation and implement it if the recommendation is possible to
implement, practical and reasonable from the standpoint of stakeholders and Peoples
Gas customers, and cost effective. Implementing a recommendation means taking
action per a recommendation. If Peoples Gas determines that a recommendation is not
possible, practical, and reasonable, including that the recommendation would not be
cost-effective or would require imprudent expenditures, Peoples Gas shall erprovide
ing-an explanation of Peoples Gas’ determination with all necessary documentation and
studies to demonstrate to the satisfaction of the Commission Staff that strict
implementation of the recommendation is not possible, practical, or reasonable, along
with an alternative plan to accomplish the goals of the recommendation as fully as is
possible, practical, and reasonable._ In the event that Peoples Gas and Commission
Staff cannot reach agreement as to whether a recommendation should be implemented
and/or how it should be implemented, then a petition may be filed to obtain the
Commission’s determination as to whether and/or how the recommendation is to be

implemented.

e Peoples Gas will cooperate fully with the Commission’s Staff and consultants as they
work to verify that Peoples Gas has implemented al-the recommendations in the final
report on the Peoples Gas> AMRP investigation to the extent it is determined they
should be implemented pursuant to Condition # , above. Cooperation means to
provide requested personnel who are reasonably involved in, connected to, and/or
relevant to the AMRP and/or the Liberty audit for interviews in a timely manner in
which the personnel interviewed shall provide, to the best of their ability, accurate and
complete non-privileged information in response to questions askedand—witheut
restrietions, to answer written questions in a reasonable time with accurate and
complete non-privileged information, and to make all non-privileged information,
equipment, work sites, work forces and facilities available for inspection upon
reasonable requestwhen requested.
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e Peoples Gas will provide written reports to the Commission Staff on or before January
1 and July 1 of each year, beginning in the year 2018 and ending only after the
completion of the AMRP or any successor program that replaces the AMRP, about any
change in implementation of the recommendations in the final report of the
investigation of Peoples Gas’ AMRP_to the extent it is determined they should be
implemented pursuant to Condition # _, above. An officer of Peoples Gas shall provide
written verification of the accuracy and completeness of each report.

What is your response to Mr. Lounsberry’s recommendation that the Joint
Applicants provide additional information concerning the PwC audit of the AMRP
and recommendations made by PwC at page 4 of his direct testimony (Staff Ex. 2.0,
25:606 — 26:615)?

Joint Applicants witness David Giesler addresses this request in his rebuttal testimony

(Joint Applicants Ex. 10.0).

Both AG witness Sebastian Coppola (AG Ex. 2.0) and City/CUB witness William
Cheaks, Jr., (City/CUB Ex. 3.0) discussed their views on the historical and existing
operation of the AMRP by Peoples Gas. Do you have a general response to their
discussions concerning the AMRP as part of this proceeding?

Yes. Both witnesses presented testimony concerning perceived problems that have
occurred in the past and would exist whether or not the proposed Reorganization were
occurring. Mr. Coppola discussed the analysis Peoples Gas provided in its 2009 rate case
in support of obtaining an infrastructure cost recovery mechanism (not approval of the
AMRP itself) which ultimately was overturned by the Appellate Court. Mr. Coppola also
presented his analysis purporting to show that the projected costs for the AMRP have
increased since the initial forecasts made in 2009. City/CUB witness Mr. Cheaks
discussed the Chicago Department of Transportation (“CDOT”) regulations implicated

by the AMRP, as well as information and his opinions concerning Peoples Gas’
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performance on the AMRP with respect to complying with those regulations, obtaining
permits, and coordinating with the City. While these may be existing problems for which
corrective action should be taken, they exist independent of the proposed Reorganization
and should not impact the Commission’s evaluation of whether Wisconsin Energy’s
acquisition of Integrys’ stock meets the requirements of Section 7-204.

For example, Mr. Coppola suggests a standard for approval that is more stringent
than the Act’s actual requirements. Mr. Coppola cited Sections 7-204(b)(1) and 7-
204(b)(7) of the Act in his testimony, but failed to explain how the proposed
Reorganization would diminish the Gas Companies’ ability to provide adequate, reliable,
efficient, safe and least-cost utility service or result in adverse rate impacts for customers
in connection with the AMRP. Mr. Coppola recommended conditioning approval of the
proposed Reorganization on “improving the current operation of the AMRP” (AG Ex.
2.0, 34:680-681, emphasis added). However, the standards set by Sections 7-204(b)(1)
and (b)(7) are that the Reorganization “not diminish” the Gas Companies’ ability to
provide utility service or “result in adverse rate impacts.”

Likewise, Mr. Cheaks fails to provide any evidence demonstrating that his
concerns about Peoples Gas’ past performance and coordination with respect to the
AMREP vis-a-vis City regulations and permitting would worsen as a result of the proposed
Reorganization. Mr. Cheaks provides only vague statements that there will be “increased
management challenges that would accompany any approved reorganization” and
decisions made by an “out of state entity,” but he fails to present any evidence that the
stock transaction at issue, which will leave Peoples Gas with its local headquarters and

local management, will have any adverse impact on the performance of the AMRP.
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Mr. Cheaks’ position also does not recognize Wisconsin Energy’s highly relevant
experience with overseeing infrastructure investment programs as large or larger than the
AMRP, as described in my direct testimony (Joint Applicants Ex. 1.0, 19:411 — 20:429).
While the Joint Applicants appreciate the AMRP-related concerns that have been raised,
it is appropriate to acknowledge that Wisconsin Energy has substantial experience in
implementing similar programs. Mr. Cheaks’ proposals are based on his opinion that a
continuation of the existing day-to-day operation of the AMRP “perpetuates
unacceptable” conditions (City/CUB Ex. 3.0, 4:48-49). Joint Applicants appreciate that
some problems may need to be addressed and are committed to addressing them, but
Section 7-204 — which is the focus of this proceeding — does not call upon the
Commission to engage in fact finding about whether or not a proposed reorganization
should include mandatory steps to “improve” alleged deficiencies in a utility’s pre-
existing operations.

To be clear, as explained in the Application, the direct testimony and rebuttal
testimony of the Joint Applicants, it is the Joint Applicants’ position that the proposed
Reorganization will result in positive impacts and benefits for customers. But it is also
the Joint Applicants' position that this proceeding is governed by Section 7-204 of the
Act, which provides specific guidance regarding the factors that the Commission should

consider in the context of evaluating the Reorganization.

What is the Joint Applicants’ position with respect to Mr. Coppola’s proposed
condition that Wisconsin Energy perform a thorough evaluation of the AMRP and
“scale” the program to a level of cast-iron/ductile iron replacement and related

infrastructure upgrades that is manageable, targets high priority, high risk
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segments first, is cost-effective, and minimizes the impact on customer rates (AG Ex.
2.0, 34:685-688)?

The Joint Applicants commit to reviewing and attempting to improve their performance
with respect to the AMRP on a continuing basis as work on the project progresses,
including but not limited to the conditions discussed above with respect to
recommendations from PwC and the Liberty audit of the AMRP. However, for the
reasons explained in the rebuttal testimony of Joint Applicants witnesses
Mr. Schott and Mr. Giesler (Joint Applicants Exs. 9.0 and 10.0, respectively), the
Commission should not accept Mr. Coppola’s recommendation to condition the

Commission’s approval of the proposed Reorganization on such a requirement.

What is the Joint Applicants’ position with respect to Mr. Coppola’s proposed
conditions on providing annual reports and detailed work plans to the Commission,
as described on pages 34-35 of his direct testimony (AG Ex. 2.0, 34:689 — 35:705)?

Such reporting would largely duplicate the reporting currently required under the Rider
QIP legislation and Commission rules, and the additional reporting that will be required
under the terms of the conditions agreed to above in response to Mr. Lounsberry’s
recommendations, as well as the information already available to the Commission
pursuant to its supervisory authority over Peoples Gas, as explained in the rebuttal
testimony of Joint Applicants witness Mr. Schott (Joint Applicants Ex. 9.0).
Accordingly, the Commission should not accept his recommendation to condition its

approval of the proposed Reorganization on such requirements.

What is the Joint Applicants’ position with respect to Mr. Coppola’s proposed

condition that Peoples Gas credit customers for all construction fines and penalties
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paid from the beginning of 2011 to date to the City of Chicago that were included in
base rates or infrastructure riders, and not seek such recovery in rates going
forward (AG Ex. 2.0, 35:707-714)?

Peoples Gas has not included any construction fines and/or penalties in its base rates or
infrastructure rider recoveries, nor does it have any plans to seek recovery in the future,
as explained in the rebuttal testimony of Joint Applicants witness Mr. Schott (Joint
Applicants Ex. 9.0). Therefore, it is the Joint Applicants’ position that such a condition is

unnecessary.

What is the Joint Applicants’ position with respect to Mr. Cheaks’ proposed
condition to require a weekly, block-by-block schedule of construction activities be
given to CDOT and the ICC, provided on a five-year, annual, and monthly basis
(City/CUB Ex. 3.0, 4:54-56)?

The Joint Applicants respectfully cannot agree to this condition for the reasons provided
in the rebuttal testimony of Joint Applicants witnesses Mr. Schott and Mr. Giesler (Joint
Applicants Exs. 9.0 and 10.0, respectively). As those witnesses explain, the information
Mr. Cheaks proposed to be provided in this condition is largely redundant to the
voluminous information already provided to the Commission regarding the AMRP and
would be of little or no value to the Commission. And, as to CDOT, the Joint Applicants
are committed to continuing the regular, ongoing communications and information
sharing with CDOT described by Mr. Giesler, and are open to discussing whether

additional or different forms of communications would better facilitate planning.
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What is the Joint Applicants’ position with respect to Mr. Cheaks’ proposed
condition to require that any Field Order Authorizations or Change Orders be
communicated within 24 hours to CDOT (City/CUB Ex. 3.0, 4:57-58)?

The Joint Applicants respectfully do not agree to accept this condition for the reasons
explained in the rebuttal testimony of Joint Applicants witness Mr. Giesler (Joint

Applicant Ex. 10.0).

What is the Joint Applicants’ position with respect to Mr. Cheaks’ proposed
condition to require WEC Energy Group to actively participate in CDOT’s
dotMaps website in order to better collaborate with all occupants of the Public Way
(City/CUB Ex. 3.0, 4:59-61)?

The Joint Applicants continue to investigate whether and how it would be possible for the
Gas Companies to actively participate in the dotMaps website. Currently, the Joint
Applicants believe there are compatibility issues that would need to be worked out
between the Gas Companies’ IT systems and the Google-based dotMaps website.
Further, the Joint Applicants would need to discuss further with City/CUB the extent of
information that would be placed on the website due to customer privacy and data
security concerns. Accordingly, the Joint Applicants commit to continue investigating
whether and to what extent it is possible for the Gas Companies to participate in the

dotMaps website.

What is the Joint Applicants’ position with respect to Mr. Cheaks’ proposed
condition requiring Peoples Gas to improve performance in certain categories with
financial penalties for failing to do so as described in Mr. Cheaks’ direct testimony

at City/CUB Ex. 2.0, 4:62 — 5:72?
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The Commission should reject this proposed condition as being beyond the scope of the
Act and, as discussed in the rebuttal testimony of Joint Applicants witness
Mr. Schott (Joint Applicants Ex. 9.0), redundant with existing regulatory oversight tools.
As discussed above, the guiding statutory section of the Act does not contemplate
imposition of operational commitments with penalties for failing to meet those
commitments. While the Joint Applicants are certainly interested in improvement in
performance, the proposed condition is not legally justified in the context of this
proceeding. Moreover, a remedy, namely disallowance, already exists for costs that are
imprudently incurred.  Additionally, Joint Applicants witness Mr. Giesler (Joint
Applicants Ex. 10.0) provides details demonstrating that each of the six items Mr. Cheaks
proposes to be tracked in this proposed condition are or will be adequately covered by

existing reporting requirements.

C. FTEs

Are you able to provide the additional information requested by Mr. Lounsberry
concerning the Joint Applicants’ commitment to maintain at least 1,953 FTEs in
Illinois for a period of two years after the close of the Transaction?

Yes. The 1,953 FTE number is a “floor-level” below which the post-merger company,
WEC Energy Group, will not allow its employment levels in Illinois to fall for a period of
two years after the closing of the Transaction. This does not mean that WEC Energy
Group will be looking to target its level of Illinois employment to this figure; indeed, the
needs of the Gas Companies to provide adequate, reliable, efficient, safe, and least-cost
utility service and the shared service company in Illinois may require that more than

1,953 FTEs are employed in Illinois.
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Moreover, the FTE numbers for the individual Illinois companies from which the
aggregate 1,953 FTE figure was derived do not represent a commitment with respect to
the employment levels at Peoples Gas, North Shore, and/or IBS. Nor do these figures
represent what level of FTEs will be needed by Peoples Gas or North Shore to provide
adequate, reliable, efficient, safe, and least-cost utility service, and they do not represent
the Joint Applicants’ intended, forecasted, or targeted levels of post-merger FTEs for the
Gas Companies.

With respect to the levels of FTEs the Joint Applicants forecast and plan for there
to be in place at Peoples Gas and North Shore for the years 2015 and 2016 in order to
provide adequate, reliable, efficient, safe, and least-cost utility service, these are the
levels of FTEs forecasted by the Gas Companies in their pending rate cases (Docket Nos.
14-0224/14-0225 (Consol.)) — 1,356 for Peoples Gas and 177.7 for North Shore. This
level of employment at the Gas Companies (a combined 1,533.7 FTEs) is not inconsistent
with the Joint Applicants’ floor-level commitment of maintaining at least 1,953 FTEs in
Ilinois. As stated above, the 1,953 FTE level is a floor for WEC Energy Group
headcount in Illinois, not a ceiling or target, and could be exceeded during the two year
commitment period depending on the needs of the WEC Energy Group and the level of

voluntary attrition experienced during that period.

Are the Joint Applicants’ agreeable to Mr. Lounsberry’s recommendation that
language be added to the FTE commitment committing to implement any increased
staffing levels recommended by the Liberty audit, based on his concerns that the

Joint Applicants might shift staffing to comply with a Liberty audit
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recommendation by removing staffing from another area, causing concerns for
safety in that area (Staff Ex. 2.0, 29:686-698)?

The Joint Applicants appreciate Mr. Lounsberry’s concerns, but they cannot commit to
implement recommendations they have not seen, especially in the context of the other
recommendations that may be included in the Liberty audit. =~ We hope that
Mr. Lounsberry’s concerns are adequately addressed by the general conditions proposed
concerning the implementation of Liberty audit recommendations, as modified by the
Joint Applicants above. Based on those conditions, if Liberty made a recommendation
for increased staffing in a particular area, Peoples Gas would implement that
recommendation if it is possible, practical and reasonable, and cost effective.

With respect to Mr. Lounsberry’s concerns about the staffing in other areas of
Peoples Gas being “raided” to comply with such a recommendation by Liberty, the Joint
Applicants are agreeable to working with Staff to determine particular functional-area
FTE commitments similar to a condition that was agreed to in the AGL-Nicor merger
(Docket No. 11-0046) to ensure that FTE levels are maintained in areas Staff believes to

be critical to safety at Peoples Gas.

What is your response to AG witness David Effron’s proposal that the Gas
Companies return to customers, via a rider, the difference between the cost of the
level of FTEs approved for the Gas Companies in their pending rate cases and the
individual company FTE levels from which the 1,953 FTE commitment was derived
on pages 7-11 and 19-20 of his direct testimony (AG Ex. 1.0)?

I respectfully disagree with Mr. Effron. His suggestion that the Joint Applicants have

represented that the individual utility FTE figures from which the Joint Applicants’
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aggregate floor-level commitment of 1,953 FTEs in Illinois was derived (1,294 FTEs at
Peoples Gas and 166 FTEs at North Shore) is the FTE level necessary to provide high
quality, safe and reliable service to customers is incorrect. In addition to explaining in
their Joint Application and in my direct testimony, the Joint Applicants have explained
repeatedly in response to data requests from Staff and the Attorney General (attached to
my testimony as Joint Applicants Ex. 6.1) that the 1,953 FTEs represents an aggregate
floor-level commitment below which the overall, aggregate WEC Energy Group
headcount in Illinois will not be allowed to fall for two years after the close of the
Transaction, nothing more and nothing less. Those same data request responses
explained that the individual company FTE levels from which the 1,953 FTE level was
derived do not constitute the intended, forecasted, or targeted level of post-merger
employment at Peoples Gas and North Shore. Thus, the 1,953 FTE commitment was, as
clearly stated in the Application and my direct testimony, an aggregate employment
commitment for the state of Illinois. That commitment does not address what future
headcounts are needed at Peoples Gas and North Shore to provide their customers with
high quality, safe and reliable service at reasonable cost.

As also explained above and in the referenced data request responses, based on
the record in the Gas Companies’ pending rate cases, it is the headcount levels forecasted
for Peoples Gas and North Shore in those rate cases that represent the FTEs that will be
needed to provide adequate, reliable, efficient, safe, and least-cost service in 2015 and
2016, which are the headcount levels the Joint Applicants forecast and plan for there to

be in place at the Gas Companies during those years. Accordingly, the premise
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underlying Mr. Effron’s rider condition for the difference in FTE costs is incorrect, and
the Commission should reject it.

Moreover, although I am not an attorney, it is my understanding that adopting
such a rider may violate existing Illinois law and Commission policy with respect to the
rules against single-issue ratemaking and retroactive ratemaking. If such a rider was
allowed to “correct” for this particular item of the revenue requirement (i.e., headcount),
then the Commission should adopt riders to correct for other expense items that have
changed since the rate case figures were submitted, such as the substantial increase in
Peoples Gas’ permitting and restoration costs incurred for doing work in the City’s
streets. As explained in the rebuttal testimony of Joint Applicant witness Mr. Schott
(Joint Applicants Ex. 9.0), if such an adjustment is allowed for one item of expense, there

1s no reason not to allow it for others.

What is your response to the testimony of City/CUB witness Christopher Wheat
recommending that the Joint Applicants increase their floor-level FTE commitment
to between 2,051 and 2,090 FTEs in Illinois and increase the length of commitment
to at least five years after the close of the Transaction (City/CUB Ex. 1.0, 7-9)?

The Joint Applicants respectfully disagree with that proposal. City/CUB provide no
reason to support this requested modification other than Mr. Wheat’s assertion that “there
is no reason for the Commission to approve the proposed reorganization” unless it
affirmatively improves the ability of Peoples Gas to perform its utility functions and
improve service to ratepayers. Again, like Mr. Coppola and Mr. Cheaks, Mr. Wheat’s
approach is inconsistent with the approval standard set forth in the Act. As explained

above, under Section 7-204 of the Act, the Commission is not charged with an obligation
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to investigate whether a reorganization will improve the ability of a utility to perform or
its service to customers, but rather, that the reorganization will “not diminish” the
utility’s ability to provide service to its customers. 220 ILCS 5/7-204(b)(1). In any
event, it appears that Mr. Wheat’s analysis (see City/CUB Ex. 1.0, 7:128 — 8:135)
ignored what the Joint Applicants have said about the FTE numbers for the individual
companies from which the 1,953 level was derived. As explained above, these are not
the levels of headcount forecasted to be in place at the Gas Companies post-merger.
Moreover, a five-year merger condition on employment levels is not a reasonable length
of time, and would unduly restrict the management and operational flexibility in running
the Gas Companies based on changing circumstances. For example, it could result in the
Gas Companies’ customers paying higher rates with no justification other than the

existence of the condition.

Is Mr. Wheat’s proposal to have the Commission require that the level of union
employment at Peoples Gas remains the same as it would have been absent the
proposed Reorganization, and that the Commission require “a complete employee
census” profiling the positions at Peoples Gas (City/CUB Ex. 1.0, 11:217 — 12:235)
reasonable and appropriate?

No. The Joint Applicants have no intention to reduce the level of union employment at
Peoples Gas. The Joint Applicants have committed to honoring the Gas Companies’
existing union labor agreements. Mr. Wheat’s proposal for an “employee census” to
develop a benchmark against which the Commission would monitor the Gas Companies
is an unnecessary and unsupported effort to micromanage Peoples Gas by City/CUB.

Further, such a condition incorrectly assumes that the Commission has some enforcement
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authority with respect to the terms of a collective bargaining agreement. The union
should be allowed to make the agreements it desires. Indeed, Peoples Gas’ Local 18007
union has submitted testimony supporting the Commission’s approval of the proposed
Reorganization based on the commitments already made by the Joint Applicants. Section

7-204 provides no basis for such a condition.

D. Additional Section 7-204(b)(1) Issues

What is your response to Mr. Lounsberry’s recommendation on pages 30-32 to
provide a commitment concerning capital expenditures?
The Joint Applicants provide additional information concerning capital investments in the

rebuttal testimony of Joint Applicants witness Scott Lauber (Joint Applicants Ex. 7.0).

What is the Joint Applicants’ response with respect to Mr. Lounsberry’s
recommendation that the Commission order the Gas Companies to cease their
reporting on Condition #24 from Docket No. 06-0540?

The Joint Applicants have no objection to this recommendation and agree to this

condition.

Do you have a response to City/CUB witness Mr. Wheat’s recommendation that the
Commission require that the WEC Energy Group maintain the same proportion of
Illinois members on its board as currently exist on Integrys’ board for at least five
years after the closing of the proposed Reorganization (City/CUB Ex. 1.0, 6:94-102)?
Yes. The Joint Applicants respectfully disagree with this proposed condition. Mr. Wheat
bases this request on an unsupported statement that Integrys’ Board of Directors currently

plays an unspecified role in the Gas Companies’ large capital projects, such as the
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AMRP, and speculation that board members who are not from Illinois will not adequately
represent the interests of the Gas Companies’ customers. As I explained earlier in my
rebuttal testimony, the fact that a utility’s holding company headquarters or board
members are located in another state is not extraordinary, and certainly is not predictive
of whether or not the interests of the utility’s customers will be protected. This is
especially true here, where the Gas Companies will maintain local headquarters and have
local management running the day-to-day operations of the utilities. Moreover, the only
other reorganization docket the Joint Applicants could find where the Commission
included a board member residency condition is the AGL-Nicor Gas reorganization,
Docket No. 11-0046, which included a condition that AGL’s Board of Directors must
include at least one Illinois resident. Here, as in the AGL-Nicor Gas reorganization, the
Joint Applicants have committed to maintaining at least one WEC Energy Group board

member from Illinois.

City/CUB witnesses Mr. Wheat (City/CUB Ex. 1.0, 9:170 — 10:177) and Mr. Cheaks
(City/CUB Ex. 3.0, 5:73-75) both testify that the Joint Applicants should commit to
establish and operate a comprehensive, consolidated training facility in Chicago. Do
you have a response to this recommendation?

Yes. After considering City/CUB’s request, the Joint Applicants agree that they will
commit to build and establish a new, state-of-the-art training facility in the City of
Chicago to be used in training the Gas Companies’ employees and, when appropriate,
other employees from the WEC Energy Group’s utilities in other jurisdictions. This is a
significant commitment by the Joint Applicants representing an additional commitment to

community involvement, employee training, and civic involvement.
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IVv.

Q.

What is your response to City/CUB witnesses Mr. Wheat’s recommendation that the
Joint Applicants also extend for five years the Gas Utility Workers Training
Program, in which Peoples Gas works with the Power 4 America Training Trust
Fund, in cooperation with UWUA Local 18007, to fund technical training for future
workers at the Kennedy-King College’s Dawson Technical Institute (City/CUB Ex.
1.0,10:178 —11:203)?

The Joint Applicants are in agreement with this recommendation. I am pleased to report
that Peoples Gas already has approved and executed with UWUA Local 18007 and

Power 4 America a five-year extension from April 2015 to its funding of this program.

City/CUB witness Mr. Wheat, on pages 12-16 of his direct testimony (City/CUB Ex.
1.0), also provides information about the hardships faced by low-income gas
customers and the need for additional funds to assist with their heating bills, and
recommends that the Joint Applicants commit to contribute $5 million of
shareholder money to Peoples Gas’ Share the Warmth program over the next five
years to assist low-income families and seniors. What is the Joint Applicants’
response to this request?

The Joint Applicants recognize the needs of low-income families and seniors discussed
by Mr. Wheat in his testimony. Accordingly, the Joint Applicants will commit to
contributing $5 million of shareholder money over the next five years to Peoples Gas’
Share the Warmth fund. At this point, the Joint Applicants expect that this contribution

will be spread evenly over the period, with $1 million being contributed in 2015.

REQUIREMENTS OF SECTION 7-204(b)(5)

What are the requirements of Section 7-204(b)(5) under the Act?
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Section 7-204(b)(5) of the Act requires that before it can approve a proposed
reorganization, the Commission must find that the “utility will remain subject to all
applicable laws, regulations, rules, decisions and policies governing the regulation of

Illinois public utilities.”

Has Staff addressed this requirement in direct testimony?
Yes. Staff witness Harry Stoller addressed this requirement on pages 7-8 of his direct
testimony (Staff Ex. 1.0). Mr. Stoller concludes that the Joint Applicants have met the

requirement of Section 7-204(b)(5) of the Act.

Has any other party addressed this requirement in direct testimony?

No.

REQUIREMENTS OF SECTION 7-204(b)(6)

What are the requirements of Section 7-204(b)(6) under the Act?

Section 7-204(b)(6) of the Act requires that before it can approve a proposed
reorganization, the Commission must find that “the proposed reorganization is not likely
to have a significant adverse effect on competition in those markets over which the

Commission has jurisdiction.”

Has Staff addressed this requirement in direct testimony?
Yes. Staff witness David Sackett addresses this requirement on pages 4-8 of his direct
testimony (Staff Ex. 4.0). Mr. Sackett concludes that the Joint Applicants have met the

requirement of Section 7-204(b)(6) of the Act.

Has any other party addressed this requirement in direct testimony?
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VI

RESA makes several proposals with respect to the Gas Companies’ small and large
volume transportation programs. The Joint Applicants’ responses to these proposals are
discussed in the rebuttal testimony of Joint Applicants witness Scott Lauber (Joint

Applicants Ex. 7.0).

REQUIREMENTS OF SECTION 7-204(b)(7)

What are the requirements of Section 7-204(b)(7) under the Act?
Section 7-204(b)(7) of the Act requires that before it can approve a proposed
reorganization, the Commission must find that “the proposed reorganization is not likely

to result in any adverse rate impacts on retail customers.”

Has Staff addressed this requirement in direct testimony?

Yes. Staff witness Michael McNally addresses this requirement in his direct testimony
(Staff Ex. 7.0). The Joint Applicants’ response to Mr. McNally’s testimony on this
requirement is provided in the rebuttal testimony of Joint Applicants witness Scott

Lauber (Joint Applicants Ex. 7.0).

Has any other party provided direct testimony related to this requirement?

Yes. City/CUB witness Micheal Gorman testified that the Joint Applicants’ commitment
not to seek a change in the Gas Companies’ base rates that would go into effect any
earlier than two years from the close of the Transaction should be extended to five years.
Also, City/CUB witness Karen Weigert testified that there should be no increase in the
fixed charge portions of the Gas Companies’ delivery services for the length of the period

in which a change in rates would not be sought.
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What is the Joint Applicants’ response to City/CUB witness Mr. Gorman’s
recommendation that the period in which the Joint Applicants cannot seek a change
in their base rates should be expanded from two years to five years (City/CUB Ex.
4.0, 8-10)?

The Joint Applicants respectfully but strongly disagree with the recommendations for
such a lengthy period to not seek a change in their base rates, and the Commission should
reject Mr. Gorman’s proposal. Mr. Gorman’s recommendation is based on the
observation that Peoples Gas can obtain recovery for a large portion of its capital
expenditures through Rider QIP without seeking a general change in base rates. There
are several problems with Mr. Gorman’s position, however. First, only Peoples Gas has a
Rider QIP; North Shore can only obtain recovery of its capital investments by filing for a
change in its base rates. Second, Peoples Gas’ recovery of capital expenditures under
Rider QIP is subject to a cap based on a percentage of Peoples Gas’ base rates that can
only be reset by filing for a change in base rates. Mr. Gorman does not even
acknowledge the existence of this cap, and fails to consider whether the cap in Rider QIP
would prevent recovery of capital expenditures if Peoples Gas could not seek a change in
base rates for five years. Finally, Mr. Gorman fails to account for how the various
updates to CDOT’s regulations listed by City/CUB witness Mr. Cheaks in his direct
testimony have led to dramatic increases in the costs of performing necessary work on
Peoples Gas’ facilities in the City. Indeed, these increases already have caused a
significant amount of costs that Peoples Gas is unable to recover in its pending rate case
due to the timing of the City’s updated regulations and that are not recoverable under

Rider QIP. Accordingly, for these reasons, the Commission should reject Mr. Gorman’s
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Q.

VII.

recommendation and accept the Joint Applicants’ commitment not to seek a change in the

Gas Companies’ base rates for a period of two years after the close to of the Transaction.

What is the Joint Applicants’ response to City/CUB witness Ms. Weigert’s
recommendation that the Commission order the Gas Companies not to increase the
fixed charge portions of their delivery service charges for the length of time that
the Gas Companies cannot seek a change in their base rates (City/CUB Ex. 2.0, 42-
43)?

The Gas Companies’ current fixed charges, and those proposed in their pending rate
cases, are based on the presumption that Rider VBA — which is a decoupling mechanism
that helps ensure accurate recovery of the Gas Companies’ authorized distribution
revenue requirements — is in existence. However, there is a case pending before the
Supreme Court of Illinois challenging the Commission’s approval of Rider VBA. Thus,
in the event that Rider VBA is removed as a result of that appeal, it would be fair and
reasonable to consider a revenue neutral tariff revision to incorporate this change in
circumstances into the Gas Companies’ rate design. Consequently, Mr. Weigert’s

recommendation should be rejected.

OTHER ISSUES

A. Staff

Are there any other issues raised in the direct testimony of Staff that you would like
to address in your rebuttal testimony?

Yes. I would like to address two of the proposed conditions raised in Staff witness
Dianna Hathhorn’s direct testimony and the two conditions proposed in Staff witness

Matthew Smith’s testimony.
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On pages 9-10 of her direct testimony (Staff Ex. 6.0), Staff witness Ms. Hathhorn
states that the Joint Applicants have agreed to two conditions: one concerning
reporting the status of progress of all conditions imposed by the Commission in this
case, and the other requiring the CEO of WEC Energy Group, on an annual basis,
to appear before the Commission to report on the status of the Joint Applicants’
compliance with the Order to be issued in this case. Do the Joint Applicants agree
to these conditions, which are presented as conditions #4 and #5 on page 12 of
Ms. Hathhorn’s direct testimony?

Yes, the Joint Applicants agree to those two conditions.

What is the Joint Applicants’ response to Staff witness Mr. Smith’s proposed
condition that would require Peoples Gas to implement a program to move all inside
customer meters to accessible outside locations within 10 years from the effective
date of the merger?

The Joint Applicants understand the concerns expressed by Mr. Smith regarding the
problems inside meters create with respect to ensuring that inside safety inspections
(“IST”) are performed as required by federal regulation. For the reasons explained in the
rebuttal testimony of Joint Applicants witness Thomas Webb (Joint Applicants Ex. 11.0),
however, the Joint Applicants cannot agree to this condition proposed by Mr. Smith
because it is not feasible, or even possible, to achieve compliance with such a condition.
A separate capital program to accomplish this goal will be at odds with and create
inefficiencies for the AMRP, which is not in the customers’ best interests. Also, creating

a separate capital program to move meters outside on a different schedule than AMRP’s
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low to medium pressure upgrades would increase the risk for outages that could occur
and leave customers dangerously without service on the coldest of winter days.
Furthermore, the issues regarding Peoples Gas’ inside meters existed before and
are unrelated to the proposed Reorganization. Staff fails to explain why such a condition
is necessitated by the proposed Reorganization, or why it would be required under

Section 7-204 in order for the Commission to approve the proposed Reorganization.

What is the Joint Applicants’ position with respect to Mr. Smith’s recommendation
on pages 15-19 that the Commission order as a condition for approval of the
proposed Reorganization that Peoples Gas implement a Pipeline Safety
Management System (“PSMS”), in line with American Petroleum Institute (“API”)
Recommended Practice (“RP”) 1173?

The Joint Applicants believe that the development and implementation of a PSMS in line
with API RP 1173 is a laudable goal and one which will help the Gas Companies further
develop a safety culture. As explained in the rebuttal testimony of Joint Applicants
witness Mr. Webb (Joint Applicants Ex. 11.0), however, API RP 1173 currently is in
draft form, so the Gas Companies would have few, if any, peers in the gas industry to
which they could look for examples of how to successfully implement a PSMS and to
learn what does, and does not, work. The Joint Applicants will work with Staff to
develop a plan for the development and implementation of a PSMS for the Gas
Companies, to be submitted in a stipulation made in later rounds of testimony or a

separate filing in this proceeding.
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B. City/CUB
City/CUB witness Ms. Weigert in her direct testimony (City/CUB Ex. 2.0)

recommends several conditions be imposed in the Commission’s approval of the
proposed Reorganization based on energy efficiency related issues. Do you have a
general response to her testimony before addressing the specific conditions
requested?

The Joint Applicants respectfully disagree with this recommendation. The topic of
energy efficiency generally and the specific conditions requested by Ms. Weigert do not
appear to have any connection to the proposed Reorganization. Further, Section 7-204
does not contain any requirements concerning energy efficiency, and does not suggest
that the Commission should consider such issues in evaluating a proposed reorganization.
Thus, the Commission should not adopt Ms. Weigert’s proposed energy efficiency

conditions.

What is the Joint Applicants’ response to Ms. Weigert’s request that the Joint
Applicants shareholders be required to contribute $10 million for gas energy
efficiency programming (City/CUB Ex. 2.0, 10:152-159)?

City/CUB has provided no legal basis for the Commission to condition the approval of
the proposed Reorganization on requiring the Joint Applicants’ shareholders to contribute
$10 million for an energy efficiency fund that is not required by the Act or other Illinois
law or regulation. Further, the Joint Applicants respectfully point out that Ms. Weigert
incorrectly described Integrys’ $7.5 million commitment to an energy efficiency program
in connection with the merger that created Integrys upon which she relies for this

proposal. Ms. Weigert is incorrect that those funds were contributed by Integrys’
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shareholders. Integrys’ commitment was for annual funding of $7.5 million, for the Gas
Companies, for programs that were in place for three years, until the adoption of statutory
requirements. The funding was recoverable by a rider authorized by the Commission.
Indeed, given Ms. Weigert’s statement that the annual $7.5 million funding “proved to be
worth very little,” the Joint Applicants question whether it makes sense to devote
additional resources in this manner above and beyond what already is being done per the

direction of the General Assembly.

What is the Joint Applicants’ response to Ms. Weigert’s request that the
Commission order the Joint Applicants to fund a study of the potential costs and
benefits of third party administration of the Gas Companies’ energy efficiency
programs, with the involvement of the Illinois Power Agency (City/CUB Ex. 2.0,
12:202 - 13:216)?

The Gas Companies do not earn more if they sell more gas, as suggested by Ms. Weigert,
and thus they do not have the incentive to increase usage and reduce energy efficiency
portfolio standard (“EEPS”) goals. Ms. Weigert apparently believes that the Gas
Companies have a throughput incentive to increase usage and reduce EEPS goals. In
doing so, Ms. Weigert ignores the fact that with full, symmetrical decoupling in place
through Rider VBA, the Gas Companies have no throughput incentive. With decoupling,
the Gas Companies must return to customers any over-collection of their Commission-
authorized distribution revenue requirements. Indeed, this is the reason why conservation
groups, such as the Natural Resources Defense Council, very much support the adoption
of decoupling. Accordingly, the Commission should not force the Joint Applicants to

pay for the study requested by Ms. Weigert. Moreover, as this would be an approach that
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would be applicable to all Illinois gas utilities, there is no stated reason for the Joint

Applicants alone to bear the cost of such a study.

What is the Joint Applicants’ response to City/CUB witness Ms. Weigert’s
recommendation that the Commission order the Gas Companies to offer an energy
usage data system and that Peoples Gas be required to work with the City and
researchers to create an ongoing updatable database of actual natural gas usage, as
conditions of approving the proposed Reorganization (City/CUB Ex. 2.0, 13-15)?

The Joint Applicants respectfully do not agree to accept these recommended conditions.
The Gas Companies already are able to make the data at issue available to customers as
requested and implementing an energy usage data system at the Gas Companies would

require a significant investment in IT resources, which would be costly to customers.

What is the Joint Applicants’ position with respect to City/CUB Witness
Ms. Weigert’s recommendation that Peoples Gas’ on-bill financing program should
be expanded to allow customers with lower credit scores to participate (City/CUB
Ex. 2.0)?

It is the Joint Applicants’ position that Ms. Weigert’s recommended proposal cannot be
accomplished because the credit requirements for the program are contractual in nature
and set by third-party financiers, over whom neither the Commission nor the Gas
Companies have any control. If the financiers do not want to lower the credit
requirements to extend this credit to customers with lower credit profiles, it is unclear
what the Commission or the Gas Companies can do to force them to revise their business

practices.
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VIII.

C. Attorney General

AG witness Mr. Effron testifies about what he believes to be discrepancies in the
amount of costs to be recovered for the Integrys Customer Experience (“ICE”)
project in the Gas Companies’ pending rate cases, and proposed that the
Commission require as a condition of its approval of the proposed Reorganization
that a rider be imposed to return to customers what he believes to be “non-existent”
expenses that would be approved for recovery by the Commission in the Gas
Companies’ pending rate cases (AG Ex. 1.0, 12-20). What is the Joint Applicants’
response to this testimony and proposal?

The Joint Applicants respectfully disagree with this recommendation. Mr. Effron did not
explain how the ICE issue, which is being addressed in the Gas Companies' pending rate
cases, relates to the proposed Reorganization or why this issue is relevant to the statutory
standards that are to guide the Commission’s review of the proposed Reorganization.
Joint Applicants witness Mr. Schott further addresses the details of Mr. Effron’s
testimony concerning the ICE project and his proposed rider condition (Joint Applicant

Ex. 9.0).

CONCLUSION

Does this conclude your rebuttal testimony?

Yes, it does.
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